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| Topavs HIGHLIGHTS a 





Subroto moves on to Iraq; hostile words from neigboring 
capitals dim outlook for parity. 


RWE, Statoil say joint venture talks continue, but that 
talk of Deutsche Texaco sale is wrong, 


Ecuador announces fuel price hikes as part of major 
package to stem inflation, fiscal crisis. 


NNPC plans full review of joint venture contracts, 
emphasizing partners' investments. 


Counterseasonal trends seen as 'gas' stocks build for 
fifth straight week; distillates slip -—API. 





f INTERNATIONAL 





SUBROTO ARRIVES IN BAGHDAD 
AS MISSION APPEARS FOUNDERING 





Bahrain 8/31--OPEC Secy. Gen. Subroto arrived in 
Baghdad today from Tehran to continue his efforts to forge 
an oil production agreement between Iraq and Iran and bring 
Iraq back into the OPEC's quota system. 

But late last night, Iraq's oil minister warned in a 
Baghdad Radio broadcast that his country might not 
"continue to make sacrifices" for the organization 
(ON 8/31). 

Subroto said in recent days that he supports production 
parity between the two Gulf states, but statements from 
Tehran this week have suggested that Iran will not agree to 
equal levels. Iraqi Oil Minister Issam al—Chalabi also said 
that Iraq's priority after nearly nine years of war is to get 
a greater return on its oil exports. Iraq's future policy is 
based upon "the principle of achieving higher economic 
returns of its oil exports, which would define Iraq's clear 
plan for the future and consequently determine the 
country's requirements,"' he said. 

In. an Aug 30 broadcast on Tehran Radio, Iranian 
President Ali Khamenei said in a reference to Subroto's 
efforts, that Iran has always tried to support "OPEC's 
internal unity and solidarity and its internal ability to make 
decisions and solve problems." 


RWE, STATOIL DENY LATTER 
SEEKS TO ACQUIRE DEUTSCHE TEXACO 





Bonn 8/31--West German utility RWE denied 
categorically today reports that it's negotiating the sale of 
its recently acquired Deutsche Texaco downstream 
operations to Norway's Statoil (ON 8/31). 

"There is no basis whatsoever for such reports," the 
company told OILGRAM NEWS in an official reaction to a 
report first circulated in London. Separately, Statoil issued 
a release in Stavanger also denying that it's talking with 
RWE about any such takeover. 

Last June 6, RWE and Statoil announced that they were 
talking about cooperation in a downstream marketing 
venture in West Germany in conjunction with RWE's 
simultaneously announced takeover of Deutsche Texaco. 
"The talks (with Statoil) are proceeding according to plan," 
RWE said today. This was echoed in the Statoil statement. 
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CHINA GRANTS NEW EXPLORATION RIGHTS 
‘TO TEXACO, TWO JAPANESE COMPANIES 





New York 8/31--Texaco Inc. said today that the Pearl 
River Oil Operating Co., in which its subsidiary Getty Oil 
International (Orient) Inc. belongs, along with Japanese 
partners Japex Nanhai (Pearl River) Ltd. and Huanan Oil 
Development Ltd, has reached agreement with the China 
National Offshore Oil Corp. to explore for oil and natural 
gas in the South China Sea. 

The new contract area, 15/31, which is located in the 
Pearl River Mouth Basin some 150—mi. southeast of 
Guangzhou (Canton), consists of five blocks covering about 
316,000 acres. Exploratory drilling is scheduled to begin in 
early 1989. 

Additionally, the companies also have amended an earlier 
contract to an adjacent contract area, 15/33, in which a 
separate Japex subsidiary, Japex Nanhai Ltd, also holds an 
interest. The amended contract area, awarded in 1983, now 
encompasses three blocks totaling over 237,000 acres. 
Seismic activities in the contract area are planned for 
1989, Texaco said. 

The percentage interests in the contract areas are as 
follows: Getty Oil International, 48.4%; Japex, 31.3%; and 
Huanan, 20.3% 


NNPC REVIEWS JOINT VENTURE ACCORD 
TO ALLOW PARTNERS GREATER FLEXIBILITY 





Lagos 8/31-—-Nigerian National Petroleum Corp. said it's 
begun a fullscale review of the current joint venture 
agreement it holds with companies operating in Nigeria, 
which is due to expire in 1989. 

According to NNPC officials, the company will use its 
greater experience and increased understanding of oil 
industry operations to review some elements of the 
agreement, after "due consultations" with the companies. 
The aspect of the contract considered most likely to come 
under scrutiny concerns the commitment of funds by the 
operating company to activities of the joint venture. 

The present contract sets a $50,000 limit on the amount 
an operating company can earmark for the joint venture 
without first applying for NNPC approval. As senior partner 
in any venture, NNPC currently reserves the right to be 
consulted in advance if monies in excess of $50,000 are to 
be allocated by the other partner. 

For their part, the oil companies argue that the $50,000 
limit is too low to meet immediate operational needs of 
even the smallest oil producing firm in the country. They 
also complain that under the current system, they must 
contend with bureaucratic hurdles that impede even routine 
operations. 


ECUADOR BOOSTS FUEL PRICES 
AS PART OF MAJOR FISCAL SHAKEUP 





Quito 8/31--Energy Minister Diego Tamariz announced 
the doubling of the price of premium gasoline, which is 
used to move 90% of the country's vehicles, from 90 
sucres/gal (23 cts/gal at the new official exchange rate of 
390 sucres to the dollar) to 180 sucres/gal. 

The move was made as part of wide ranging economic 
measures seeking to control the nation's 60% inflation rate 
and the resultant fiscal crisis. Super 92 octane gasoline 
rose from 110 sucres to 230 sucres/gal Distillate fuels 
rose from 55 to 130 sucres. Residual fuel rose from 35 to 
70 sucres/gal. LPG (used by most low and middle 
income homes for cooking) rose by only 5 sucres 
to 20 — sucres/kilo. Kerosine and low octane 
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gasoline, widely used in the rural and poor areas, were 
frozen at 30 sucres/gal. 

Tamariz noted that the price policy adopted by the 
Borja administration, "complies with existent legal regula— 
tions and takes into consideration social justice aspects 
and the need for a redistribution of wealth. Secondly, the 
price raises were inevitable due to our sense of 
responsibility to the country and to future generations: 
crude is not a renewable resource." He noted that there 
will also be a 30% increase in electrical energy 
tariffs. 

National labor unions, including CEPE workers' union 
Fetracepe, have already voiced their disapproval and have 
threatened to organize public protests to reject these mea— 
sures. 

Meanwhile, the Ecuador Monetary Board ordered the 
seizure of all foreign export currencies, devalued the sucre 
by 30% from 250 to 390/dollar and decreed an additional 
2.5 sucres per week devaluation. Interest rates were low- 
ered from 56% to a maximum of 46%. Also, the import of 
all kinds of vehicles is forbidden, and sales taxes have 
been increased. The minimum monthly salary has been 
raised to 22,000 sucres ($56.40) from 19,000 sucres, and a 
price freeze on food staples has been ordered. 


VENEZUELA PLAYS MUM ON REPORTS 
OF NEW BIDS FOR N. AMERICAN REFINING 





Caracas 8/31--PDVSA today refused comment on press 
reports that it's negotiating possible joint ventures with 
Texaco Canada (ON 8/3) and Valero Energy Corp. in the 
U.S. 

Sources at Interven, the PDVSA subsidiary that handles 
the international ventures, told OILGRAM NEWS recently 
that Venezuela is negotiating for such deals with several 
companies, but they added that confidentiality clauses pro- 
hibited their releasing any information. 

The only company Venezuela acknowledges it's negotiat- 
ing with is Tenneco, which is seeking buyers for its refining 
and marketing operations, and has invited bids from poten— 
tial investors (ON 8/1). PDVSA is also believed to be 
negotiating for a Coastal Corp. refinery in Westville, N.J. 

Reportedly, PDVSA is bidding against Saudi Arabia, 
among others, for Valero's 100,000 b/d refinery at Corpus 
Christi, Tex. (A Valero company source acknowledged that 
the company has been negotiating with a number of compa- 
nies and countries who can provide it with resid that's used 
at the plant. The source noted that Venezuela, being a 
heavy crude manufacturer, would be one country Valero 
would be interested in dealing with. However, company 
policy is to not disclose information on such negotiations, 
the source said.) 

Interven executives have cautioned that Venezuela won't 
be rushed into any new ventures just for the sake of ex—- 
panding its overseas activities. This has been a good year 
for refiners everywhere, an Interven executive told 
OILGRAM, and currently "there aren't that many good deals 
available in the market. This doesn't mean that a careful 
investor won't find promising possibilities, particularly with 
refining and marketing firms that take a long-term view of 
their situation, but PDVSA's position is that whatever deals 
are closed have to be very much in our nation's strategic 
interest." 

Currently, PDVSA ships a total 450,000 b/d to Champlin 
and Citgo in the U.S., and to Veba Oel and Nynas in Eu- 
rope. It ships another 180,000 b/d to Curacao's refinery, 
which is operated under long-term lease by PDVSA subsid- 
iary Refineria Islas The goal for crude placement overseas 
has been 700,000 b/d. ; 


CANADIAN FIRMS SEEK LICENSES 
TO EXPORT GAS TO U.S. UTILITIES 





Calgary 8/31--Western Gas Marketing and ProGas have 
applied to the National Energy Board for licenses to export 
natural gas to Ocean State Power Il, a Rhode Island part— 
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nership. Separately, Dome Petroleum has filed for a 13—-yr 
license to export up to 154-million cu meters of gas 
annually to Northern States Power Co. of Minneapolis 
starting Nov. 1. 

A hearing on the Dome application starts Oct. 21, after 
which the Rhode Island application will be heard. If grant- 
ed, the Western Gas license would allow the export of 
544-billion cu meters for 21 years, while ProGas would 
export 5.17-billion cu meters for 20 years, both beginning 
May 1991. 

Ocean State plans to use the gas to fuel the second 
phase of a new electric generating plant it plans to build in 
Burrillville, R.l., that will generate 250 Mw for transmission 
to four utilities in New England. 


ARGENTINE, EN! LPG 
PROJECT GETS NEW BREATH OF LIFE 





Buenos Aires 8/31--Investors, frustrated by the prob- 
lems that surround Argentina's proposed LPG plant and 
petrochemical complex, which are to be built in Neuguen 
province, Patagonia, have appealed directly to Argentine 
President Raul Alfonsin for help in cutting through the bu- 
reaucracy they say is blocking all progress on the project 
(ON 7/11). 

Although Alfonsin on Aug. 30 told officials of Dow 
Chemical and Perez Companc that he favors the Neuquen 
scheme, he reportedly was noncommittal about whether the 
government would conclude a financing agreement with Ita- 
ly's ENI. The two sides have long been deadlocked over 
project cost. 

Under pressure from the Italian government, ENI is said 
to be trying again to negotiate the LPG plant contract, this 
time with Italy's Techint as a partner. The governments of 
Italy and Argentina earlier this year signed an economic 
integration pact, which included the ENI plant, and so the 
two sides have a political interest in bringing the project to 
fruition, some analysts here believe. 


SAGA MERGER SPECULATION REKINDLED 





Oslo 8/31--An analysis of Saga Petroleum stock by 
Norway's ABC Bank predicting hard times for the privately 
held oil company has spurred speculation that Saga may 
have to court a partner, despite Saga's belittling the report 
as "an exercise in paper shuffling." 

The report was released following remarks by an Oil 
Ministry official that Saga should become a division of 
Norsk Hydro. While Prime Minister Gro Harlem Brundtland 
and opposition spokesman Per Kristian Foss called such a 
possibility politically undesirable, press reports say 
Volvo, which holds 20% of Saga's stock, confirms that 
merger talks are underway. 

If politics blocks such a Hydro—Saga merger, then Elf 
may reemerge as a serious contender, observers Say: 
Merger talks between Elf and Saga collapsed in 1986 when 
Saga declined to turn over control by selling 51% of its 
stock. An Elf spokesman said the company hasn't had 
official contact with Saga since then. 

According to ABC Bank analysts, to avoid losses in 
1989, Saga would have to be able to sell its oil at $18/bbl, 
tailor its corporate affairs to current conditions or to find 
a partner with the patience and capital to wait for Saga's 
holdings to produce cash flow. 


VENEZUELAN CRUDE QUTPUT TALLIED 





Caracas 8/31--Venezuela's crude output was 1.76- 
million b/d in July, according to the Energy Ministry's 
pe official figures, up 184,000 b/d (11.7%) from 
une. 

The year-to-date average was 1.607-million b/d, up 
83,000 b/d (5.5%) from the same period last year. It's 
not clear whether the reported increase for July 
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$simply reflects adjustments of previously reported 
production totals or represents actual monthly output. 
However, if condensates output is considered—-this is at 


the heart of the dispute between Venezuela and Kuwait — 


over production quotas--PDVSA may be producing over 
quota at present. 





UNIFORMED OPEC PEACEKEEPERS 





Lagos 8/31--Nigeria's President Babangida has 
approved the dispatch of a 15-member contingent 
made up of officers from Nigerian Army, Navy and 
Air Force to join the peacekeeping efforts of the UN 
Iran-Iraq Military Observer Group (Uniimog) in the 
Gulf and on the borders of the two belligerents. 

Nigeria is one of the two OPEC member—countries 
approved by the UN for peace duty in the Gulf. The 
other is Indonesia. Both needed the approval of the 
two belligerents. Nigeria had previously served in UN 
peacekeeping operations in the Congo and Lebanon. 











DE CUELLAR PUSHES LAST DITCH EFFORT 
AT SALVAGING IRAN-IRAQ PEACE PARLEY 





Geneva 8/31--UN Secy. Gen. Javier Perez de Cuellar 
and his aides continued at presstime to "work intensively, 
constantly proposing new formulations" in an effort at 
breaking the deadlocked Iran-Iraq peace talks. 

De Cuellar is scheduled to leave Geneva early in the 
afternoon of Sept. 1, so the current effort has taken on 
the tone of a last-ditch attempt at salvaging the talks 
while he's here. It's anticipated that Iranian Foreign Minis— 
ter Velayati and his Iraqi counterpart, Tareq Aziz, will leave 
here when de Cuellar does, and negotiations at a lower 
level would appear to present even more difficulties to 
resolve the dispute. 

This morning, on entering the UN headquarters here, de 
Cuellar warned that "time is running out ...1 have other 
commitments." 

Meanwhile, a UN spokesman said today that de Cuellar 
has chosen a "political figure'' to be named as his "per— 
sonal representative" to continue the mediation attempts 
that de Cuellar earlier predicted could last for years. It 
was unknown as of presstime who the replacement for the 
UN chief will be. 


International Items 





BRUNEI-PHILIPPINES: Philippine Trade Secretary Jose 
Concepcion, who is now in Brunei with President Corazon 
Aquino and 17 Filipino businessmen as guest of the Brunei 
government, says the Filipino entrepreneurs proposed a 
downstream petrochemicals project to the government of 
Brunei to be set up on Mindanao Is., South Philippines, as a 
joint venture with Brunei. The Filipino initiative was en- 
couraged by Brunei government intention to establish such 
a plant under that country's master industrial plan. 

* * x 


CANADA: Attorneys for Toronto real estate developer 
Abdul-Rahman Premji say their client will appeal to the 
Supreme Court to halt the Amoco Canada Petroleum take- 
over of Dome. A panel of three Alberta Court of Appeal 
justices Aug. 30 rejected Premji's case as "singularly devoid 
of merit and not warranted." The attorneys say they will 
seek a stay order from the Supreme Court that would stop 
the takeover long enough for a full hearing. The Alberta 
court also ordered Premji to pay the legal action's costs 
with a C$50,000 deposit he was required to make before 
the court agreed to the hearing. 

* * * 

CANADA: Discussions are reportedly underway among 
officials of Interprovincial Pipe Line and shippers who can't 
meet their crude shipment nominations for September. 
Interprovincial will decide in the next few days whether it 
will invoke the three-month penalty for the first time 
against users unable to meet their own requests for space 
on the line. The penalty would force those users to limit 
their nominations for the next three months to the actual 
amount of crude they move in August. The pipeline ac— 
cepted for September a higher than usual 94% of nomina- 
tions. . 

* + 
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CANADA: Poco Petroleum of Calgary is trying to reduce 
its C$160-million long-term debt by selling its 89%-owned 
subsidiary Bonanza Oil & Gas. Poco's chief financial offi- 
cer Lyle Dunkley said the company hopes the assets, 
spread evenly between Alberta and Saskatchewan, will fetch 
about $160—million. He said the immediate objective is to 
reduce Poco's debt-—about $60-million of which is in the 
form of convertible debentures——by $50- to $70-million by 
the end of October. Poco, which owns 800,000 undeveloped 
acres in western Canada, would reduce those holdings by 
220,000 acres through the sale of Bonanza. The subsidiary 
has 3.5-million bbl of proven crude and NGL reserves and 
209—million Mcf of proven gas reserves. In May, Poco said 
it had broken off talks with an undisclosed company to sell 
Bonanza in one piece. 

* cd * 

CANADA: TransCanada PipeLines and its potential cus— 
tomers in the northeastern U.S. plan a renewed bid to get 
approval of Canadian and U.S. regulators for the Iroquois 
Gas Transmission System (see related story). TransCanada 
said it will try a second time for National Energy Board 
approval, while Alberta Northeast Gas, a buying consortium 
of 19 regional gas distribution companies, said efforts are 
underway to overcome resistance to the project by the U.S. 
Interior Dept. The NEB, in refusing permission for 
TransCanada to build an export spur near Cornwall, Ont., to 
feed the proposed Iroquois system, also cited the rejection 
of the Iroquois line by Interior because the route would 
cross the historic Appalachian Trail. An Alberta Northeast 
spokesman said approaches are being made to government 
officials in Washington for approval of alternate routes. 





[ VIEWPOINT 





VENEZUELA'S BRIGHT OIL PRESENT 
MAY DIM AS OUTSIDE PRESSURES MOUNT 





Caracas 8/31--Petroleos de Venezuela celebrated its 
13th anniversary as a corporation Aug. 30 and, on balance, 
the years have been good to the state oil monopoly. 

The industry has remained operationally efficient and 
strategically effective. Cost increases have been held to a 
minimum, and the industry has proven itself remarkably 
capable of adjusting to a fast changing market environment 
as it complies with its principal goal of generating foreign 
exchange to fuel the nation's economic development. 

During the past 13 years, PDVSA and its subsidiaries 
have rejuvenated and modernized an industry that had been 
permitted to languish by its former foreign owners in the 
years immediately before nationalization in 1976. Proven 
reserves of crude have quadrupled to over 60-billion bbl, 
gas reserves have increased to around 2 Tcf and 1.2- 
trillion bbl of heavy and extra—heavy crudes, as well as 
bitumens, have been confirmed in the Orinoco oil belt. 

In addition, PDVSA has upheld Venezuela's traditional 
role as an innovator in the world oil industry, co—pioneering 
with Kuwait the internationalization strategy now followed by 
other OPEC countries as well as independents. PDVSA 
scientists have also found an application for the Orinoco's 
bitumen reserves in an era characterized by a glutted oil 
market and depressed prices. 

Effects Of Politicization 

The oil industry has also performed relatively well in 
areas not directly related to its basic oil activities. The 
state-owned petrochemicals sector has been put back on 
its feet and major expansion programs are under way. And 
PDVSA has also gone into the coal business with a scheme 
to develop 6—million tonnes/yr of coal export capacity in 
the early 1990s. 

The scorecard isn't all positive, however. For instance, 
the petrochemicals sector's performance can be considered 
miraculous when compared to what it was before PDVSA 
took it over, and it's a well-managed company when com-— 
pared to other state enterprises. .By international stan— 
dards, however, it isn't up to par. Similarly, it can be 
argued that the industry is spread too thin, what with the 
government's insistence that it handle the coal and petro— 
chemicals sectors, and also undertake costly urban infra— 
structure projects in the areas where it operates. 

Other problems include the industry's growing politiciza— 
tion, most notably evident in the manner in which PDVSA's 
presidents are appointed and removed. The industry has 
become more centralized and bureaucratized over the years, 
discouraging individuality and rewarding uniformity among its 
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managers. This aspect of PDVSA's corporate culture, plus 

the low salaries its executives, technicians and engineers 

are paid, have prompted a brain drain among younger exec— 

utives in recent years. As a result, the industry's middle 

management levels are afflicted with certain deficiencies. 
Financial Hurdles 

The industry has also been crippled financially by a 
government greedy for fiscal revenues. First it lost control 
of its investment reserve under the Herrera administration, 
while under the Lusinchi administration it's been overtaxed, 
reducing its ability to make the investments required to 
maintain its operational efficiency. It's only a matter of 
time, observers believe, before PDVSA will be forced to 
begin borrowing abroad to finance its investments. 

Looking towards the 1990s, the fundamentals of 
PDVSA's mission aren't expected to change. Oil will remain 
the backbone of Venezuela's economy, and PDVSA will be 
required to continue producing at optimum levels of price, 
income and efficiency within the political framework of 
Venezuela's commitment to OPEC. 

Output potential will be increased from 2.6—million to 
over 3-million b/d during the next five years, and exports 
should rise slightly as production of condensates and NGL 
is stepped up. The industry should be exporting over 
100,000 b/d of Orimulsion within two years, and may launch 
efforts to develop the export potential of its natural gas 
reserves. In years ahead, PDVSA can also be expected to 
do more joint ventures with refining and distribution compa- 
nies in its principal export markets, and the possibility of 
inviting foreign oil companies to invest in select projects 
within Venezuela shouldn't be ruled out. 

Of course, the oil industry will remain subject to tight 
political controls, but Venezuela's dependence on oil gives 
the country's oilmen a lot of clout when it comes to influ- 
encing changes in the country's oil policy.-—John Sweeney 





UNITED STATES 





FERC JUDGE PUSHES FOR 
SINGLE PL SOLUTION FOR NORTHEAST 





Washington 8/31--In his first progress report on the 
formal "settlement" process to reduce the number of pend- 
ing applications to build new pipelines to deliver natural gas 
to the U.S. Northeast (ON 8/16), Federal Energy Regulatory 
Commission chief judge Curtis Wagner indicated the biggest 
decision to make is whether to build one or two new pipe— 
lines to import Canadian gas. 

The simplest and least environmentally damaging solution 
would be to build only one, Wagner said during a public 
meeting today. He said he's held 21 private meetings in 
the past two weeks to see how far apart certain pipeline 
sponsors are in agreeing to consolidate their applications. 

Wagner, who has until Oct. 31 to give FERC a final 
progress report, indicated he will spend much of the first 
half of September working with three applicant groups to 
see whether their projects can be narrowed down to one. 
Two projects——one a joint proposal by Champlain Pipeline 
Co. and Algonquin Gas Transmission Co., and the other a 
joint proposal by Iroquois Gas Transmission System and 
Tennesee Gas Pipeline Co.--would deliver Canadian gas to 
New York and the Northeast states. A third project—- 
Eastern American States Transmission Co.--would deliver 
domestic supplies to the same areas. 

Time Factor Cited 

Wagner said Champlain/Algonquin and Eastern American 
agreed to propose a plan by Sept. 12 that would show how 
a single pipeline/joint venture concept would work. Iro- 
quois/Tennessee would then be given an opportunity to 
respond to that proposal. 

In his report to the full commission, Wagner said that 
"time is of the essence" in approving the U.S. portion of 
proposals to import Canadian gas. "It appears quite likely 
that the Canadian gas will be lost to Canadian domestic 
sources if transportation does not begin in 1991," he said. 

Canada's National Energy Board announced Aug, 25 that 
it was denying TransCanada PipeLines Ltd's application to 
build new facilities to hook up with the proposed Iroquois 
system, because FERC approval of Iroquois won't be com- 
pleted in time for the scheduled in-service date of Nov. 1, 
1989 (ON 8/26). NEB at the time suggested that 
TransCanada reapply when there's confidence that the 

ERC process is nearing completion. 

Wagner said he received assurances this week by FERC 

Chairman Martha Hesse that she would place uncontested 


“ee on FERC's agenda as soon as rsp 
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CRUDE, DISTILLATE STOCKS DIP AS 
‘GAS' INVENTORIES CONTINUE TO BUILD 





New York 8/31--U.S. total gasoline stocks gained for 
the fifth straight week, rising by 699,000 bbl to 215.4- 
million in the week ended Aug. 26, but were 10.2-million 
below the year-ago level, the American Petroleum Institute 
reports in its weekly statistical summary. The stockbuild 
was attributed in part by API to a 230,000 b/d gain in total 
gasoline manufacture to 7.27-million b/d, combined with a 
27,000 b/d rise in imports to 562,000 b/d. 

Unleaded gasoline stocks totaled 134.98-million bbl, up 
slightly from 134.46-million a week earlier and from last 
year's 134.37-million. 

Distillate inventories, running counterseasonal, dropped 
by 2.95-million bbl to 120.0-million in the reporting week 
and were also about 3-million below last year. Distillate 
output at 2.91-million b/d was 39,000 b/d higher than a 
week earlier, while imports decreased by 86,000 b/d to 
156,000 b/d. 

Crude inventories at 335.99-million bbl were down 
slightly, by 4.23-million, and were roughly about an equal 
amount, 4.72-million, higher than the year-ago level. Crude 
imports showed a sharp gain for the week, up 1.02-million 
b/d to 5.33-million. One year ago crude imports stood at 
5.30—million b/d. 

U.S. refinery utilization at 88.0% was the highest re- 
corded since the week ended July 22, when the rate also 
was 88.0% One week ago, the rate was 87.2%; one year 
ago, 86.1%, 

Following are the principal data from API's weekly sta— 
tistical summary of U.S. operations for the weeks ending 
Aug. 26 and Aug, 19 and the corresponding week last year 
(stocks in thous. bbi; all others in thous. b/d): 

ae e 


Week Ending 
a 3 BARES 
Total Inputs 
Gasoline (total!) , 271 7,071 
5,301 


7,041 
Gasoline (unleaded) 5,945 5,842 
Jet Kerosine 1,141 1,120r 1,232 
Distillates 2,919 2,880r 2,665 
Residual 855 840 933 
% Utilization 87.2r 86.1 





REFINING 


IMPORTS 
Crude 4,316r 
Gasoline (total) 535 
Gasoline (unleaded) 500 
Distillates 242 
Res i dual 487 
Unfinished Oils 153 
Ither Products 476 


STOCKS 
Crude* 
Gasoline (total) 
Gasoline (unleaded) 
Jet Kerosine 
Distillates 
Residual 38 , 530 
Unfinished Oils 110,412 
(*) Alaskan Waterborne Crude: 
(c) 17,935. (r) Revised. 


335 ,993a 
215,451 
134,988 
39 894 
120,047 


340 ,227br 
214,752 
134,460 
39,246 
123,003 
38,989 
111,951 ‘ 
(a) 19,260 (b) 21.001 


ELECTRICITY-TO-GAS CONVERSIONS 
INCREASED 357% LAST YEAR--AGA 





Washington 8/31--Conversions from electricity to natu— 
ral gas in the commercial sector increased 357% in 1987 
compared to the previous year, according to the American 
Gas Assn. 

Total conversions to gas from other forms of energy 
were up 18.5%, with the majority (74.3%) of the conversions 
for space heating. Overall, conversions to gas increased 
gas consumption by 8-million Mcf, with more than half of 
the increase occurring in the Northeast states, 
AGA said. 

Oil-to-gas conversions, as a percentage of total con- 
versions, were substantially lower, falling from 76% of all 
conversions in 1986 to 47% in 1987, according to the re- 
port. The electricity ».-gas share of total conversions 
rose from 7% in 1986 tc about 30% in 1987. 

The report, 1987 C mercial Market Survey, is available 


from AGA, 1515 \W...on Biv Arlington, Va. 2220y 
telephone (703) 841-8400. 
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GULF OF MEXICO LEASE SALE FIZZLES 





New Orleans 8/31--Total high bids reached only 
$131.2-million in the Western Gulf of Mexico Lease Sale 
No. 115, compared to $242-million bid for tracts in the 
same area last year. 

Total exposure of the 93 companies qualifying to bid 
was $190.1-million. The firms offered a total of 371 bids 
on 270 tracts. 

The total was low becuase the majors didn't bid heavily, 
said J. Rogers Pearcy, Minerals Management Service's re- 
gional director. Pearcy said low oil and gas prices and the 
maturity of the area depressed the bid amounts. 

Sohio Petroleum submitted the highest bid—-$7.5-million 
for High Is. South addition Block A/562. 


KENTUCKY LEADS FIGHT VS ASHLAND 
OVER RISKS FROM CATLETTSBURG OPERATION 





Charleston W. Va. 8/31--A $100-million lawsuit filed 
against Ashland Oil Inc. by 50 Kentucky residents eventual— 
ly will be expanded to include more than 500 plaintiffs, 
according to Robert E. Reeves, an attorney representing the 
group. The suit charges that emissions from the compa- 
ny's Catlettsburg, Ky., refinery have damaged the health 
and property of the plaintiffs. 

Additional plaintiffs will be West Virginians, who will join 
Kentuckians in the suit filed in Kanawha County Circuit 
Court in Charleston, W. Va. The suit asks that Ashland be 
prohibited from releasing chemicals that allegedly are caus— 
ing health problems. Residents near the refinery in Kenova, 
W. Va, have complained for nearly a year about health 
problems they say are linked to fallout from plant opera- 
tions (ON 2/3). 





NYMEX CRUDE FUTURES DAILY REPORT 

New York &/3!--—Futures prices on the New York 
Mercantile Exchange closed down between 9-21 cts 
today vs Aug. 30. 

The settlement prices (S.P.) are official. Volume 
figures are estimates. All figures are of crude fu- 
tures contracts for the four nearest open trading 
months. The benchmark crude on the Exchange is 
West Texas Intermediate. Following are such data 


for October—January: 
Oct. Dec. jar 
$15.23 $15. 
8,378 2,361 





Nov. 
$15.19 
27 ,656 


S.P. $15.18 
Vol. 27,359 











TIPRO URGES PRESIDENTIAL CANDIDATES 
TO ADOPT ENERGY 'CORE SUPPLY' CONCEPT 

Houston 8/31--The Texas Independent Producers & 
Royalty Owners (TIPRO) urged both presidential candidates 
to adopt a national energy policy based on the idea of a 
minimum domestic "core supply" of energy that has natural 
gas as its base fuel. 

While there has been no formal response from the can- 
didates, TIPRO president John E. Watson told a press con- 
ference that Frank Pitts, a former TIPRO president and 
executive committee member, met with Vice President Bush 
and some staff members recently in Dallas. 

"Apparently some of the people in the meeting from the 
Bush campaign indicated real interest in this core supply 
concept,'! Watson said, adding that "our argument is that 
this is the least we can do.!! 

The downstream segment of the U.S. petroleum industry, 
owned primarily by major international oil companies, has 
done well in the environment of cheap oil prices that has 
prevailed since 1985, but "the independent segment is 
sick," Watson said "It's almost on its death bed. We 
need some kind of medication to get it going again. | don't 
think the independents will be able to recover to a satis— 
factory level to do the drilling the country needs on our 
own-—not as long as OPEC is controlling the strings on the 
price of oil." 

The medication recommended by TIPRO is maintenance 
of a core supply of domestic oil, natural gas and NGL pro- 
duction amounting to 20-million b/d of oil equivalent, Wat- 
son said. TIPRO, which feels both parties have given inad- 
equate attention so far to the idea of a strong domestic 
petroleum industry, wrote to Bush and Mass. Gov. Dukakis, 
the Democratic candidate, advocating these policies to 
achieve that core supply: 
--Tax incentives and 





other measures to encourage 
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maximum exploration and development, including a tax credit 
for exploratory drilling; a moratorium on income taxation for 
new field production, marginal and stripper wells; and re- 
moval of percentage depletion and intangible drilling costs 
as preference items for alternative minimum tax purposes. 
--Floor price mechanisms to help stabilize prices and pro- 
mote domestic drilling and enhanced recovery. 
--Environmental mandates to replace imported fuel oil with 
domestic natural gas. 

——Deregulation of natural gas operations. 

--Incentives for producers to find and develop additional 
— gas and for consumers to use it as the preferred 
ue 

--Programs to advance the use of compressed natural gas 
as the fuel for mass transit and automobile and truck 
fleets. 

——Regulations to discourage dumping of cheap foreign gas 
supplies in the U.S. and to encourage accelerated develop— 
ment of the means to distribute domestic gas to all under- 
served parts of the U.S. 

~-Government policies that reward development of more 
efficient technology for energy use. 

--An international approach to pollution control that uses 
trade regulations and other laws to tie petroleum imports to 
the strict environmental standards mandated for the U.S. oil 
and gas industry. 

--An increase in the Strategic Petroleum Reserve to 1- 
billion bbl from 750-million bbl and an acceleration of the 
fill rate. 


“SORO, BOLIVIA SETTLE PAYMENTS DISPUTE 





New York 8/31--—Tesoro Petroleum Corp. said a joint 
venture 50% owned by its Tesoro Bolivia Petroleum Co. 
ubsidiary reached an agreement with the Bolivian govern- 
rent and Yacimientos Petroliferos Fiscales Bolivianos, the 
Solivian state-owned oil and gas company, for payment in 
the form of goods or services by Bolivia for about $83.1- 
million of gas condensate receivables due Dec. 31, 1987. 


For the Record 





TROPIGAS AGREES TO SELL LPG ASSETS: Interna- 
tional Controls Corp., parent of Tropigas International of 
Coral Gables, Fla, and Texas Eastern signed an agreement 
allowing Petrolane Partners L.P. of Long Beach, Calif., to 
buy Tropigas' LPG assets for $130-million. Petrolane Inc., 
which holds 44% of Petrolane Partners, will buy Tropigas 
stock for $45-million. The Tropigas assets consist primar— 
ily of LPG marketing properties in the Caribbean. 





SPECIAL REPORT 





TAX REVISIONS CONSIDERED TO REVITALIZE 
OIL/GAS OUTPUT AT WYOMING RESERVATION 





New York 8/31--In the wake of declining oil/gas pro- 
duction at Wyoming's Wind River Reservation, state officials 
and Indian tribes there are negotiating toward possible revi- 
sions in the tax structure to reduce the burden on oil 
companies and encourage development and production. 

The Wyoming negotiations, said to be still in the prelim— 
inary stage, are one of a handful of ongoing cases in sev— 
eral states that industry sources say could have significant 
impact on future production on Indian reservations in the 
U.S. 

In the last several years, excessive taxes on production 
at Wind River have caused a sharp drop in oil and gas 
output and damaged the economic development of the res— 
ervation, representatives of the Arapaho and Shoshone 
tribes claim. 

The combination of state, county and tribal taxes 
pushes the tax rate on the reservation to 17.5% of the 
value of oil and gas produced, which is the highest rate in 
Wyoming, according to an economic analysis completed by 
National Economic Research Assoc. of New York. The rate 
in Wyoming outside the reservation is 13.5%, with the dif- 
ference accounted for by the 4% tribal tax, which is admin— 
istered by the Wind River Tax Commission, established by 
the two tribes. 

The NERA analysis argues that the "loss of oil and gas 
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production on the reservation due to these excessive taxes 
has been harmful to the Shoshone and Arapaho tribes be- 
cause the reservation economy relies heavily on such pro- 
duction." 

Tribal Tax Protection 

The tribes believe "this excessive taxation violates the 
commerce clause of the Constitution,"' NERA says. "Just 
as Wyoming is protected against unreasonable tax burdens 
in its commerce by other states, the tribes are protected 
against unreasonable tax burdens on their commerce by 
Wyoming and its political subdivisions." 

The drop in production in the 1984-87 period is almost 
7% per year, Richard Ortiz, director of the Wind River Tax 
Commission, said) Last year, production on the 2.25-million 
acre reservation totaled 3.1-million bbl of crude and 5.37- 
million Mcf of natural gas, he said. 

Gas production in the three years prior to 1987 exceed- 
ed 8—million/yr, while the highest production in this decade 
was in 1982, at more than 18-million Mcf. Oil, output has 
declined steadily from a high of 4.5-million bbl in 1980. 
There are 24 petroleum companies listed as operators on 
the reservation, including American Natural Resources, 
Amoco Production, Arco Oil Oil & Gas, Brinkerhoff, Chevron, 
Conoco, Crown Central/Koch Oil, Hondo, Exxon, Marathon, 
Phillips Petroleum, Pioneer Oil & Gas, Texaco and Wolverine 
Exploration. 





Heavy Burden for Mature Basin 

An official with a major that produces at Wind River 
said the company "hasn't shut anything down yet, but the 
tax situation could hamper future development, especially at 
prices below $15/bbl."" He said the company's production 
has dropped because it hasn't replaced lost output. "Low 
crude prices and an unstable tax environment; those two 
things are slowing development," he said, adding that high 
royalty rates were also a factor. 
Wind River is a mature oil producing basin, with some 
fields in production for more than 30 years. Regarding 





future development and production, an industry official said, 
"One thing that makes it attractive is the long-term po- 
tential of the fields." 

The tribal tax, which was known as the privilege of 


doing business tax when enacted in April 1979, was first 
set at 0.5%. It was increased to 4% in April 1982. A fur- 
ther modification in the overall rate may result from the 
current negotiations, and would be a mutual decision of the 
Arapaho and- Shoshone Joint Business Council, which is 
negotiating on behalf of the tribes, and the state govern— 
ment, Ortiz said. 
Persisting Disagreement 

Although he declined to discuss specific recommenda— 
tions, Ortiz said one possibility was to change the rate to 
equate it with the 13.5% levy on production outside the 
reservation. "We are negotiating with the state and Fre- 
mont County to see if there are ways other than litigation 
to solve the problem,"' Ortiz said. The tribes' primary goal, 
he said, is to-increase funds for services to the reserva— 
tion. 

To date, the negotiations don't seem to have advanced 
beyond a fundamental disagreement. Nancy Freudenthal, 
the state attorney for intergovernmental affairs, said, "We 
question the theory that our (the state's) taxes are the 
ones that have to be pulled off. We are not convinced 
that our taxes need to be reduced and that we're creating 
the burden." 

The talks are centering on three areas: the tax rate, 
the distribution of revenues to the reservation, and the 
services provided it, Freudenthal said.-—-Peter Zipf 
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Ranger Oil: Bernard Isautier, the former president of 
Polysar Energy & Chemical Corp. (Nova Corp.), was named 
a director, He replaces Gordon Bowman, who remains 
president and CEO of Ranger. 

* 


* * 
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Edgington Oil Co: Archie H. Humphrey was named 
president and CEO of the refiner and asphalt manufacturer, 
formerly owned by Adnan and Essam Khashoggi. His ap- 
pointment is effective Sept. 1. John D. Castellucci, the 
principal shareholder of Sulphur Mountain Oil Corp., who 
purchased Edgington for $52.5—million in cash and assump— 
tion of $22-million in outstanding long-term debt, will be- 
come chairman (ON 1/27). Castellucci also is assuming all 
liabilities associated with Edgington's assets. Other mem- 
bers of the new board include Kenneth Olsen, Randy Nich- 
olson, Wasyl Kurinij and Sister Catherine Therese Knoop. 
The other officers and management team will remain the 
same. Edgington will operate as an affiliate of Sulphur 
Mountain. Also, simultaneously with the closing of the sale 
of Edgington to Sulphur Mountain on Sept. 1, the Signal Hill 
Product Distribution Center in Signal Hill, Calif., will be sold 
to Arco Terminal Services (Atlantic Richfield) for $25.5- 
million. 

* * * 

Exxon Chemical: S. G. (Stan) Tebbe has been named 
vice president of the Paramins division of Exxon Chemical's 
Performance Products Group. In his new position, Tebbe is 
directing Exxon Chemical's worldwide additives business 
serving the lubricant and fuels industries, based in the 
company's Darien, Conn., worldwide headquarters. 





PUBLICATIONS OF INTEREST 





The Gulf Cooperation Council: Search for Unity in a 
Dynamic Region: This 346-page scholarly work by Erik R. 
Peterson, Washington, D.C.-based private consultant in in- 
ternational affairs, calls the GCC a "truly historical experi- 
ment in regional international organization" that has endured 
"acute economic adversity and severe regional instability 
and has registered significant advances in a program that 
clearly surpasses any similar effort of the past.!' 

Peterson sees GCC promoting a greater measure of 
regionalism in the 1990s "in a potentially more favorable 
economic environment and an uncertain political one.!' Re- 
gardless of the outcome of the Iran—iraq truce talks, Pe- 
terson concludes that the Khomeini regime (or its succes— 
sors) and "the potential of continued attemps by Tehran at 
subversion and low-level warfare must rank high in long— 
term GCC concerns." 

In contrast, GCC's economic agenda is already well de- 
fined in its unified agreement and in subordinate compacts, 
Peterson says. He stresses that if the international oil 
market strengthens in the 1990s, GCC producers will be in 

much better position to harmonize their economies. 

such endeavors will be less costly in political terms to 

the leaderships, and the benefits of collective economic 
planning and development will have become that much 
clearer to the private sector." 

The book dwells at length on the pre-GCC political, 
military and economic environment in the Gulf and the 
ideological foundations of the GCC, before going into its 
structure, achievements and security and other challenges. 
It includes nearly 100 pages of documentation. 

The hard—cover volume will be available Sept. 15 from 
the Westview Press, 5500 Central Ave., Boulder, Colo. 
80301; phone (303) 444-3541. Price is $45.00. 








